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INTRODUCTION

Introduction
Purpose of the Report
Southgate Water and Sanitation Districts engaged MWH Global, previously StepWise Utility Advisors, LLC to prepare a
water and wastewater rate study of the Districts’ utility services. The purposes for the study as published in Southgate
Water and Sanitation Districts’ request for proposals are as follows:
1.

Develop system development fees for the Water District

2.

Develop system development fees for the Sanitation District

3.

Prepare a 30-year finance plan for the Water District

4.

Prepare a 30-year finance plan for the Sanitation District

5.

Prepare a report that summarizes the findings of the system development fee and finance plan analysis

6.

Presentation of results to the Districts’ Board of Directors

Report Date
The date of this report is January 24, 2014.

Intended Use and Users of This Report
This report is intended to provide a summarized discussion of the analysis developed by MWH Global, previously
StepWise Utility Advisors, LLC in completing the listed objectives shown in the Purpose of the Report. As such, this report
explains our methodologies, materials considered, key assumptions, findings and recommendations. No other use is
intended or implied.
The report has been completed for Southgate Water and Sanitation Districts under a Professional Services Agreement
between the Districts and MWH Global. The report and its contents are the property of Southgate Water and Sanitation
Districts and the Districts are the only intended users of the report. Southgate Water and Sanitation Districts may choose
to distribute this report to others. However, the report itself was prepared solely for the use of Southgate Water and
Sanitation Districts.

Sources of Information Used in the Report
We have reviewed a number of documents provided by Southgate Water and Sanitation Districts during the course of our
study. Where applicable, we have made a works cited notation indicating the source and date of the documents within the
body of this report. The works cited are provided on the appropriate Works Cited page in the report.
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A summary of the key information reviewed for our report is as follows:
•

Detailed line-item budgets for the Districts

•

Customer billing data by customer class from the Districts’ customer billing database

•

Comprehensive Annual Financial Reports (CAFR) for the Water and Sanitation Districts:
o

2011 CAFR

o

2012 CAFR

•

Detailed water and wastewater asset registers from the Districts’ files

•

Capital improvement plans for the Districts

•

System expansion plans for the District, including projected capacity and cost requirements.

How to Read This Report
The body of the report is meant to be a summarized narrative of the technical analysis completed by MWH during the
scope of our study. It is not meant to provide extremely detailed figures, calculations, or discuss every aspect of our work.
For the interested reader, we have provided at the Appendix a complete tabulation of our study work papers,
calculations, significant correspondence with Southgate Water and Sanitation Districts, and other materials. We reference
these materials at various times in the body of the report. The Appendix is a comprehensive but not an exhaustive
representation of our entire efforts.
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Water Rate Study
Financial Overview of the Water District
The Southgate Water and Sanitation Districts operates the water utility as a separate district (referred to as “Water
District” at times in this report), independent from the wastewater utility. The Water District’s primary revenue source
comes from the rates and charges assessed to water customers. These rates include service charges and other fees.
The Water District takes in other revenue from interest on investments, inspections fees, and other miscellaneous fees.
Additional cash contributions to the District come from assessment of water connect or tap fees for new construction
inside the Water District’s service area. The Water District does not receive any tax revenues.
The Water District’s normal expenditures include operating and capital expenditures. The annual operating expenditures
are budgeted annually by Southgate Water and Sanitary Districts’ management, and the budget is approved by the Board
of Directors. Capital expenditures include cash-financing of system improvements, and increases, if any, to the District’s
reserves.

Figure 1: Water District Fund Structure

THE WATER
DISTRICT

Revenue

Expenses

Other Income
& Expenses

Water Revenue Requirements
Under existing industry standards, there are two generally accepted approaches to calculating revenue requirements: the
cash-needs approach and the utility approach. Under the cash-needs approach, total revenue requirements are the
annual expenditures necessary to meet operating and maintenance costs, debt service requirements, and any cashfunded capital expenditures. Government-owned utilities, such as the Southgate Water District, typically use the cashneeds approach to calculate revenue requirements since the approach lends itself to actual requirements for
expenditures, which in turn supports the governmental budgeting process. The Southgate Water District operates the
water utility as an enterprise for the Districts and sets its revenue structure based on the cost of operating the system. It
has historically used the cash-needs approach to determine its revenue requirements.
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The utility approach is typically used by investor-owned/private utilities and in cases where municipal utilities serve
customers who are outside of its jurisdictional boundary. The utility approach differs from the cash-needs approach in that
debt service and cash-funded capital expenditures are removed from the total and replaced with depreciation expense as
well as a component that allows the utility owners to earn a return on investment in the rate base. Under the utility
approach, the “rate base” is essentially the used and useful utility plant-in-service net of accumulated depreciation, less
allowances for contributed assets and other adjustments, and includes allowances for working capital.

Cash-Need Revenue Requirement
The overall cash-needs revenue requirement for the Water District was determined based on a 30-year financial planning
projection developed jointly by MWH and Southgate Water and Sanitation Districts management. The financial plan
provides a projection of revenue requirements, among other things. For the purposes of this report, we have developed
rate recommendations for the 2014 operating year, assuming a January 1 implementation of rate increases.
The entire financial plan is provided in Appendix A. A summary of the 2014 revenue requirements is provided below.
Table 1: Summary 2014 Water Cash-Needs Revenue Requirements

2014

Project Description
Operating and Maintenance Expenses
Annual Debt Service - Outstanding Debt
Annual Debt-Service - Projected Issues
Capital Projects
Bond Issuance Costs
Other
Change in Fund Balance

$1,584,699
0
0
675,219
0
0
214,847

Total Revenue Requirement

$2,474,764

Wholesale/Contract Revenues
Other Revenues
Projected Debt Proceeds
Total Other Capital Inflows
Total Development Fees
Interest/Investment Earnings
Total Non-Rate Related Revenue/Income
Required User Charge Revenue

$0
43,600
0
0
1,315,264
253,204
---------------$1,612,068
$862,696

The revenue requirements are summarized in the figure above. Revenue requirements consist of two important
components: a Total Revenue Requirement, and a User Charge Revenue Requirement. The Total Revenue Requirement
is the total amount of revenue/income that Southgate Water District must produce to pay for the annual operating and
capital costs of the Water District. The User-Charge Requirement is that portion of the total that has to be raised directly
from the rates charged to customers, and is shown net of other non-rate-related sources of income.
The User-Charge Revenue Requirements are the relevant cash-needs for the purposes of determining customers’
rates. Rates need to increase an average of 148% in fiscal year 2014 in order to meet our total user-charge
revenue requirements.
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Aspects of the Cash-Needs Revenue Requirements
This section will give a general overview of the major drivers for the Water District’s finance plan.

Operating and Maintenance (O&M) Expenses
The Water District’s O&M expenses are mostly driven by employee salaries, minor system repair and replacement
expenses, and special projects. Historically, the District has seen minimal growth in its operating costs. O&M is projected
to increase by inflation from 2015 forward.
Details on O&M expenses can be found in Appendix A.

Capital Improvement Plan (CIP)
The CIP for the Water District was approximately $2.3M in capital projects between 2011 and 2014. The Water District is
projected to spend approximately $3.3M in capital projects from 2015 to 2024. The major projects scheduled are related
to repairs and replacement of water mains and valves.
Details on the capital plan can be found in Appendix A.

Other Revenues
A small portion of the Water District’s revenues come from other funding sources directly related to water services. The
majority of these revenues are derived from inspection fees and administration fees. Going forward, other revenues are
projected to remain steady.
Details on other revenues can be found in Appendix A.

System Development Fees
System development fees (SDFs) are one-time fees designed to cover the cost of expanding capacity to meet the needs
of new development. The primary purpose of SDFs is to ensure that “growth pays for growth”. Over the next 10 years,
we project over $47M in funding from SDFs in the Water District.
Details on system development fees can be found in Appendix A.

Interest Income
The Water District has had a consistent stream of funding from interest income in the past. The District is projected to
receive $6.4M for interest and investment earnings between 2015 and 2024. In 2014, the Water District has $28.8M in
reserves. The District uses interest income on those reserves to fund operating costs. Historically, interest earnings from
reserves have been higher.
Details on interest income can be found in Appendix A.
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Cash-Needs Revenue Requirements for the Study Period
The table below shows the projected revenue requirements and the associated percent increase to the rate revenue
requirements over the study period for the Water District.
Table 2: Projected Revenue Requirements and the Associated Percent Increase

Year
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024

Rate Revenue
Requirements
$862,696
$1,096,013
$1,485,181
$1,561,831
$1,597,759
$1,660,433
$1,716,119
$1,781,683
$1,848,693
$1,931,413
$2,014,553

Percent
Increase
147.5%
21.2%
33.3%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%

Water Rates
2013 Water Rates
The water rates for 2013 featured a monthly service charge based on meter size. A table showing the 2013 rates is
below.
Table 3: 2013 Water Rates

Tap Size
3/4"
1"
1 1/2"
2"
3"
4"
6"

MWH GLOBAL

SFEs
1
2
4
8
18
36
94

Monthly
Service Charge
$2.00
$4.00
$8.00
$16.00
$36.00
$72.00
$188.00
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Approved and Proposed Water Rates
The proposed rates put together in this study were not based on cost of service. Rates were increased based on the
increase in total rate revenue requirements. The District’s Board of Directors approved 2014 rates only. 2015 and 2016
rates listed below are proposed by MWH.
Table 4: Approved and Proposed Water Rates from 2014 to 2016

Monthly Service Charge

MWH GLOBAL

Tap Size

SFEs

2014

2015

2016

3/4"
1"
1 1/2"
2"
3"
4"
6"

1
2
4
8
18
36
94

$4.95
$9.90
$19.80
$39.60
$89.10
$178.20
$465.30

$6.00
$12.00
$24.00
$48.00
$108.00
$215.99
$563.97

$8.00
$16.00
$32.00
$64.00
$144.00
$287.99
$751.96
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Wastewater Rate Study
Financial Overview of the Sanitation District
The Southgate Water and Sanitation Districts operates the wastewater utility as a separate district (referred to as
“Sanitation District” at times in this report), independent from the water utility. The Sanitation District’s primary revenue
source comes from property taxes levied on the district’s customers and collected annually from the County Assessors’
Office. The District also collects revenue via rates and charges assessed to wastewater customers. These rates include
service charges and other fees and are also collected on an annual basis from the City of Englewood. The City of
Englewood is in charge of billing and collecting for all of the Sanitation District’s customers. The Sanitation District takes
in other revenue from interest on investments, inspections fees, and other miscellaneous fees. Additional cash
contributions to the District come from assessment of water connect or tap fees for new construction inside the Sanitation
District’s service area.
The Sanitation District’s normal expenditures include operating and capital expenditures. The annual operating
expenditures are budgeted annually by Southgate Water and Sanitary Districts’ management, and the budget is approved
by the Board of Directors. Capital expenditures include cash-financing of system improvements, and increases, if any, to
the District’s reserves.

Figure 2: Sanitation District Fund Structure

THE
SANITATION
DISTRICT

Revenues

MWH GLOBAL

Expenses
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& Expenses
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Wastewater Revenue Requirements
Under existing industry standards, there are two generally accepted approaches to calculating revenue requirements: the
cash-needs approach and the utility approach. Under the cash-needs approach, total revenue requirements are the
annual expenditures necessary to meet operating and maintenance costs, debt service requirements, and any cashfunded capital expenditures. Government-owned utilities, such as the Southgate Sanitation District, typically use the
cash-needs approach to calculate revenue requirements since the approach lends itself to actual requirements for
expenditures, which in turn supports the governmental budgeting process. The Southgate Sanitation District operates the
wastewater utility as an enterprise for the Districts and sets its revenue structure based on the cost of operating the
system. It has historically used the cash-needs approach to determine its revenue requirements.
The utility approach is typically used by investor-owned/private utilities and in cases where municipal utilities serve
customers who are outside of its jurisdictional boundary. The utility approach differs from the cash-needs approach in that
debt service and cash-funded capital expenditures are removed from the total and replaced with depreciation expense as
well as a component that allows the utility owners to earn a return on investment in the rate base. Under the utility
approach, the “rate base” is essentially the used and useful utility plant-in-service net of accumulated depreciation, less
allowances for contributed assets and other adjustments, and includes allowances for working capital.

Cash-Need Revenue Requirement
The overall cash-needs revenue requirement for the Sanitation District was determined based on a 30-year financial
planning projection developed jointly by MWH and Southgate Water and Sanitation Districts management. The financial
plan provides a projection of revenue requirements, among other things. For the purposes of this report, we have
developed rate recommendations for the 2014 operating year, assuming a January 1 implementation of rate increases.
The entire financial plan is provided at Appendix B. A summary of the 2014 revenue requirements is provided below.
Table 5: Summary 2014 Wastewater Cash-Needs Revenue Requirements

$1,644,081
0
0
2,361,344
0
0
595,975

Total Revenue Requirement

$4,601,399

Wholesale/Contract Revenues
Other Revenues
Projected Debt Proceeds
Total Other Capital Inflows
Total Development Fees
Interest/Investment Earnings
Total Non-Rate Related Revenue/Income
Required User Charge Revenue

MWH GLOBAL

2014

Project Description
Operating and Maintenance Expenses
Annual Debt Service - Outstanding Debt
Annual Debt-Service - Projected Issues
Capital Projects
Bond Issuance Costs
Other
Change in Fund Balance

$0
881,315
0
444,156
2,541,000
243,978
---------------$4,110,449
$490,950

SOUTHGATE WATER & SANITATION DISTRICTS – DRAFT RATE STUDY REPORT // 12

WASTEWATER RATE STUDY

The revenue requirements are summarized in the figure above. Revenue requirements consist of two important
components: a Total Revenue Requirement, and a User Charge Revenue Requirement. The Total Revenue Requirement
is the total amount of revenue/income that Southgate Sanitation District must produce to pay for the annual operating and
capital costs of the Sanitation District. The User-Charge Requirement is that portion of the total that has to be raised
directly from the rates charged to customers, and is shown net of other non-rate-related sources of income.
The User-Charge Revenue Requirements are the relevant cash-needs for the purposes of determining customers’ rates.
Rates need to increase an average of 400% in fiscal year 2014 in order to meet our total user-charge revenue
requirements.

Aspects of the Cash-Needs Revenue Requirements
This section will give a general overview of the major drivers for the Sanitation District’s finance plan.

Operating and Maintenance (O&M) Expenses
The Sanitation District’s O&M expenses are mostly driven by employee salaries, minor system repair and replacement
expenses, and special projects. Historically, the District has seen minimal growth in its operating costs. MWH expects this
to be the case going forward. O&M is projected to increase by inflation for the entirety of the study period.
Details on O&M expenses can be found in Appendix B.

Capital Improvement Plan (CIP)
The CIP for the Sanitation District drives a majority of the rate increases associated with wastewater rates. The District
spent approximately $4.4M in capital projects between 2011 and 2014. The Sanitation District is projected to spend
approximately $65M in capital projects from 2015 to 2024. The major projects scheduled are related to repairs and
replacement of wastewater mains and valves and costs associated with system expansion. System expansion costs
represent over $115M during the 20 year study period. Although these costs will need to be financed by the District, a
system development fee was developed to reimburse the District for these costs. Detailed information on this system
development fee can be found in the subsequent section.
Details on the capital plan can be found in Appendix B.

Other Revenues
A portion of the Sanitation District’s revenues come from other funding sources directly related to sanitation services. The
majority of these revenues are derived from property taxes. Going forward, other revenues are projected to remain
steady.
Details on other revenues can be found in Appendix B.

Interest Income
The Sanitation District has had a consistent stream of funding from interest income in the past. The District is projected
to receive $2.9M for interest and investment earnings between 2015 and 2024. In 2014, the Sanitation District has
$28.4M in reserves. The District uses interest income on those reserves to fund operating costs. Historically, interest
earnings from reserves have been higher.
Details on interest income can be found in Appendix B.
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Cash-Needs Revenue Requirements for the Study Period
The table below shows the projected revenue requirements and the associated percent increase to the rate revenue
requirements over the study period for the Sanitation District.
Table 6: Projected Revenue Requirements and Associated Percent Increase

Rate Revenue
Requirements
$490,950
$604,788
$671,055
$746,124
$831,157
$927,461
$1,036,507
$1,159,945
$1,299,628
$1,457,636
$1,568,785

Year
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024

Percent
Increase
400.0%
20.7%
8.2%
8.2%
8.2%
8.2%
8.2%
8.2%
8.2%
8.2%
3.2%

Wastewater Rates
2013 Wastewater Rates
The wastewater rates for 2013 featured an annual service charge based on meter size. A table showing the 2013 rates is
below.
Table 7: 2013 Wastewater Rates

Meter Size
5/8" & 3/4"
1" & 1.25"
1.5"
2"
3"
4"
6"

MWH GLOBAL

EQR
1
2
4
8
18
36
94

Annual
Service Charge
$5.65
$11.30
$22.60
$45.20
$101.70
$203.40
$531.10
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Approved and Proposed Wastewater Rates
The proposed rates put together in this study were not based on cost of service. Rates were increased based on the
increase in total rate revenue requirements. The District’s Board of Directors approved 2014 rates only. 2015 and 2016
rates listed below are proposed by MWH.
Table 8: Approved and Proposed Wastewater Rates from 2014 to 2016

Annual Service Charge

MWH GLOBAL

Meter Size

EQR

2014

2015

2016

5/8" & 3/4"
1" & 1.25"
1.5"
2"
3"
4"
6"

1
2
4
8
18
36
94

$28.25
$56.50
$113.00
$226.00
$508.50
$1,017.00
$2,655.50

$34.10
$68.20
$136.40
$272.75
$613.60
$1,227.20
$3,204.35

$36.95
$73.85
$147.65
$295.15
$664.00
$1,328.00
$3,467.55
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Wastewater System Development Fee Study
The Water Environment Federation (WEF) publishes recommended standards for calculating fees like the Sanitation
District’s system development fees, or tap fees; the American Water Works Association (AWWA) publishes similar
standards for development of water fees. The two organizations both describe three general approaches:
•

The equity method

•

The incremental-cost method

•

A combined approach that includes elements of both of the above

Equity Method
The equity method derives a fee based on the amount of money invested in the existing plant in service. Under the equity
method, new customers pay a proportional amount that is equivalent to that the existing customers have already paid for
the plant in service (sometimes called “buying-in”). A rational basis exists for charging new customers for past investment
if and when the existing plant in service still contains enough capacity to provide new customers with the services they
require.
The major steps involved in the equity method are: a) determine the available capacity in existing facilities; b) calculate
the value of that existing capacity either at its original cost (OC), net book value (NBV), current value (CV), or current
value less depreciation (CVLD); c) adjusting the value of the capacity for outstanding debt and/or contributed assets ; and
d) calculating unit costs based on average-day (AD), max-day (MD), max-hour (MH), and customer related demands.
When followed properly, this process results in a fee for each equivalent unit that reimburses the District for its past
investments in facilities that are available now to provide capacity to new connections.

Incremental-Cost Method
The incremental cost method is based on the costs the utility expects to incur in order to provide additional capacity for
new customers. With the incremental cost method, new customers pay a proportionate share of the future costs to
expand the utility system. A rational basis exists for charging customers for proposed new capacity when the capacity in
the existing system is inadequate to provide for the new customers’ needs and the costs to expand the utility system are
known and measurable.
The major steps involved in the incremental-cost method are: a) determine proposed cost of growth/expansion projects
from all other projects; b) adjust the cost for expected financial carrying costs and expected contributions of assets; c)
determine the total capacity that each project will add to the system in terms of equivalent units; d) calculate unit costs for
each type of facility based on customer demands. The result of the above process is to produce a proportional fee for
each equivalent unit that recovers the planned investments in growth-related capital projects.
The incremental-cost approach applies best when the existing system is not capable of providing service for new
connections, and new infrastructure and natural resources are needed in order to expand the system.

Combined Approach
In many cases, new customers will use both the existing (or, reserve) capacity and will also require new capacity. The
combined approach takes both the equity and incremental cost methods into consideration to derive a single proportional
fee that averages the costs of existing and proposed capacity over all new connections.
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Methodology Used for Wastewater System Development Fees
We used the incremental-cost approach for the purposes of the Sanitation District’s system development fee study. The
existing system in the Sanitation District is limited in the amount of new connections it can provide and net asset value of
that system is very low. There is, however, an additional $118.5 million required in system expansion to serve projected
build out demand. As a result, we chose to use the incremental-cost approach.

System Development Fee Calculation
The system development fee is a unit cost equal to the sum of the cost per equivalent unit for new capacity. In this way,
new connections pay for a proportionate share of the costs of developing new wastewater system capacity. The fee
calculation can be expressed as:

Fee =

$ New Capacity from CIP
Total Growth Capacity Units

Adjustments for Carrying Costs
One of the components we use in the calculation of the development fees is a provision for the financing costs incurred to
acquire new assets to expand system capacity for growth. Such financing costs are also referred to frequently as
financial carrying costs.
Carrying costs occur whenever the cash outflows in growth-related capital projects exceed the cash inflows from
development fees. As a rule, the Sanitation District has to invest in new capacity before it can accommodate growth in
the wastewater system; the investment is front-loaded and the recovery of those costs takes place over a long period of
time. Thus, the District essentially finances the growth-related improvements, and part of the full cost of growth is the fair
return to ratepayers (equity) and bondholders for the money used for the financing.
The total calculated carrying cost is $2,083 per unit.
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WASTEWATER RATE STUDY

Proposed System Development Fee
Table 9 represents the calculation for 2014 wastewater system development fee.

Table 9: Proposed 2014 Wastewater System Development Fee

Item
Estimated Additional Flow to District (GPD)
GPD Required to Serve One SFE

Calculation
6,167,654
255

Additional Capacity Required (SFE)

24,187

Additional Capital Costs to Provide Capacity

$118,515,697

Incremental Portion of Sewer SDF per SFE

$4,900

Carrying Costs

$2,083

Incremental Portion of Sewer SDF per SFE

$6,983

Existing SDF

$4,072

Increase / (Decrease)

$2,911

Because this fee is calculated using capital costs from 2014, the fee must be indexed to represent 2014 dollars.
Using an inflation assumption of 2.5% per year, the 2014 system development fee as approved by the Board of
Directors, is $7,069 per single family equivalent.
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APPENDIX A – WATER FINANCIAL PLAN

Appendix A – Water Financial Plan
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APPENDIX B – WASTEWATER FINANCIAL PLAN

Appendix B – Wastewater Financial Plan
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